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project in this section may be trans-
ferred to another project in this section
to cover up to 100 percent of the cost of
the project. If federal money is later
received for a project to which state

35 percent state share, the Veterans
Homes Board, in cooperation with the
commissioners of administration
and finance, shall return the state appro-
priation to the project from which it
was transferred.

Sec. 3. EFFECTIVE DATE.

This act is effective the day following final enactment.

Presented to the governor May 30, 1991
Signed by the governor June 3, 1991, 9:47 am.

CHAPTER 325—H.F.No. 12

An act relating to insurance; regulating reinsurance and other insurance practices,
investments, guaranty funds, and holding company systems; providing examination authority
and reporting requirements; adopting various NAIC model acts and regulations; prescribing
penalties; amending Minnesota Statutes 1990, sections 604.02, subdivision 6, and by adding
subdivisions; 604.03, subdivision 5; 604.031; 604.07, subdivision 5d, and by adding a subdi-
vision; 604.09, subdivision 5, and by adding a subdivision; 60A4.10, subdivision 2a; 604.11,
subdivisions 9, 10, 11, 12, 13, 14, 15, 16, 17, 18, 19, 20, 21, 22, 23, 26, and by adding subdi-
visions; 604.12, by adding a subdivision; 60A.13, subdivision I; 60A.14, subdivision 1;
60A4.27; 60B.25; 60B.37, subdivision 2; 60C.02, subdivision 1; 60C.03, subdivisions 6, 8, and
by adding a subdivision; 60C.04; 60C.06, subdivision 1; 60C.09, subdivision 1; 60C.13, subdi-
vision 1; 60C. 14, subdivision 2; 60E.04, subdivision 7: 61A.25, subdivisions 5, 6, and by
adding subdivisions; 614.28, subdivisions 1, 2, 3, 6, 8, 11, 12, and by adding subdivisions;
614.281, by adding subdivisions; 614.283; 614.29; 614.31; 61B.06, subdivision 9, and by
adding a subdivision; 61B.12, by adding subdivisions; 62D.044; 62D.045, subdivisions 1 and
2: 62E.14, by adding a subdivision; 684.01, subdivision 2; 724.061, subdivision 1; 79.34, sub-
division 1; and 609.902, subdivision 4; proposing coding for new law in Minnesota Statutes,
chapters 604, 60D, 624, and 724; proposing coding for new law as Minnesota Statutes, chap-
ters 60G, 60H, and 60J: repealing Minnesota Statutes 1990, sections 604.076; 604.09, subdi-
vision 4; 604.12, subdivision 2; 60D.01 to 60D.08; 60D.10 to 60D.13; and 614.28, subdivi-

sions 4 and 5.

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF MINNESOTA:
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LAWS of MINNESOTA for 1991

Ch. 325, Art. 1

ARTICLE 1

REINSURANCE

Section 1. Minnesota Statutes 1990, section 60A.02, subdivision 6, is
amended to read:

Subd. 6. FOREIGN. “Foreign,” when used without limitations, shall desig-
nate those companies incorporated or organized in any other state or country,

Sec. 2. Minnesota Statutes. 1990, section 60A.02, is amended by adding a
subdivision to read:

Sec. 3. Minnesota Statutes 1990, section 60A.02, is amended by adding a
subdivision to read:

Subd. 20. ASSUME. “Assume” means to accept all or part of a ceding com-

Sec. 4. Minnesota Statutes 1990, section 60A.02, is amended by adding a
subdivision to read:

Subd. 21. CEDE. “Cede” means to pass on to another insurer all or part of

the insurance written by an insurer for the purpose of reducing the possible lia-
bility of the insurer,

Sec. 5. Minnesota Statutes 1990, section 60A.02, is amended by adding a
subdivision to read:

Subd. 22. CESSION. “Cession” means the unit of insurance passed to a

reinsurer by an insurer which issued a policy to the insured.

Sec. 6. Minnesota Statutes 1990, section 60A.02, is amended by adding a
subdivision to read:

Subd. 23. FACULTATIVE REINSURANCE. “Facultative reinsurance”

with separate negotiation for each cession.

Sec. 7. Minnesota Statutes 1990, section 60A.02, is amended by adding a
subdivision to read:

Subd. 24. REINSURER. “Reinsurer” means an insurer which assumes the
liability of another insurer through reinsurance.

Sec. 8. Minnesota Statutes 1990, section 60A.02, is amended by adding a
subdivision to read:
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Subd 25. RETROCESSION “Retrocessmn” means a transactlon in whlch

surer had prev1ously assumed.

Sec. 9. Minnesota Statutes 1990, section 60A.02, is amended by adding a
subdivision to read:

Subd. 26. UNITED STATES BRANCH. “United States branch” means the
business unit through which business is transacted within the United States by
an alien insurer.

Sec. 10. Minnesota Statutes 1990, section 60A.09, subdivision 3, is
amended to read:

Subd. 5. REINSURANCE. (1) DEFINITIONS. For the purposes of this
subdivision, the word “insurer” shall be deemed to include the word “reinsurer,”
and the words “issue policies of insurance” shall be deemed to include the words
“make contracts of reinsurance.”

(2) CONBIHIONS AND REQUIREMENTS: Every insurer authorized to
issue polieies in this state mey reinsure in any other insurer any part of alf of
any ssk oF risks assamed by it; but such reinsurance; unless effected () with an
insurer authorized to issue policies in this state; of (2) with an insurer similarly
autherized in anether state; territory; or distriet of the United States; and show-
ing the same standards of solveney and meeting the same statutory and depart-
mental rules whieh would be required of or preseribed for such insurer were it ot
the time of such reinsurance authorized in this state to issue policies eovering
risles of the same lind or kinds as those reinsured; shall not reduee the reserve or
other Liability to be charged to the ecding insurer; provided; that nething in this
subdivision shall be construed to permit to a ceding insurer any reduetion of
mseweefhabﬂﬁyfbmughfaﬂwmﬁeeeﬁ'eeteéw&haﬂ&&aﬂ%heﬂzedm}n
ease sueh reinsurance effected with an insurer so authorized or so recognized for
reinsuranee in this state; the ceding insurer shall thereafier be eharged on the
gfesspfemwmbaswmfhaﬂ&neameépfem&mhabﬂﬁyfepfeseﬂﬁﬁg%hepfe-
peﬁ-}eﬁefsaehebhg&ﬁeﬂfetamedbyi%aﬁé%hemﬂafeﬁewhwhfhebusmess

i3 ceded shall be charged with an unearned premium lability representing the
pfepeﬁienefsueheb}ig&ﬁeﬂeeded%eiﬁe&eulﬁed%hthes&mewaﬁqlhefwe
paﬁieste%he%mﬂseeﬁeﬁsheﬂtege%hefeaﬁyﬁes&mefeseweas%heeeéing
¢3) REINSURANCE OF MORE THAN 75 50 PERCENT OF INSUR-
ANCE LIABILITIES. Any contract of reinsurance whereby an insurer cedes
more than #5 50 percent of the total of its outstanding insurance liabilities shall,
if such insurer is incorporated by or, if an insurer of a foreign country, has its
principal office in this state, be subject to the approval, in writing, by the com-
missioner,

) (3) ACTUAL UNEARNED PREMIUM RESERVE TO BE CARRIED
AS LIABILITY. Nothing in this subdivision shall be deemed to permit the ced-
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ing insurer to receive, through the cession of the whole of any risk or risks, any
advantage in respect to its unearned premium reserve that would reduce the
same below the actual amount thereof,

€3) (4) AIRCRAFT RISKS. An insurer authorized to transact the business
specified in section 60A.06, subdivision 1, clauses (4) and (5)(a), may through
reinsurance assume any risk arising from, related to, or incident to the manufac-
ture, ownership, or operation of aircraft and may retrocede any portion thereof;
provided, however, that no insurer may undertake any such reinsurance business
without the prior approval of the commissioner and such reinsurance business
shall be subject to any regulations which may be promulgated by the commis-
sioner. Any such reinsurance business may be provided through pooling arrange-
ments with other insurers for purposes of spreading the insurance risk.

Sec. 11. [60A.091} QUALIFIED UNITED STATES FINANCIAL INSTI-
TUTION.

For purposes of sections 12 and 13, “qualified United States financial insti-
tution” means an institution that:

(2) is regulated, supervised, and examined by federal or state authorities
having regulatory authority over banks and trust companies; and

National Credit Union Administration.

Sec. 12. [60A.092] REINSURANCE CREDIT ALLOWED A DOMESTIC
CEDING INSURER.

Subdivision 1. CREDIT ALLOWED. Credit for reinsurance shall be

assuming insurer if the assuming insurer is licensed to transact insurance or
reinsurance in this state.

Subd. 3. ACCREDITED ASSUMING INSURER. (a) Reinsurance is ceded
to an assuming insurer if the assuming insurer is accredited as a reinsurer in this
state. An accredited reinsurer is one which:

(1) files with the commissioner evidence of its submission to this state’s
jurisdiction;

(2) submits to this state’s authority to examine its books and records;
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(3) is licensed to transact insurance or reinsurance in at least one state, or in
the case of a United States branch of an alien assuming insurer is entered
through and licensed to transact insurance or reinsurance in at least one state;

(4) files annually with the commissioner a copy of its annual statement filed
with the insurance department of its state of domicile and a copy of its most
recent audited financial statement; and ’

(5)(i) maintains a surplus as regards policyholders in an amount not less
than $20,000,000 and whose accreditation has not been denied by the commis-
sioner within 90 days of its submission, or maintains a surplus as regards policy-

approved by the commissioner; or

(ii) maintains a surplus as regards policyholders in an ‘amount not less than
$50,000,000 for long-tail casualty reinsurers. For purposes of this section, “long-
tail casualty reinsurance” means insurance for medical or legal malpractice, pol-
lution liability, directors and officers liability, and products liability. The com-
missioner may determine that an assuming insurer that maintains a surplus as
regards policyholders in an amount not less than $20,000,000 is accredited as a
reinsurer if there is no detriment to policyholders and the interest of the public,
and to not allow accrediting would be a hardship or detriment to the reinsurer.
The commissioner shall report to the legislature on any determination to allow
accrediting to a long-term casualty reinsurer maintaining a surplus in an amount

less than $50,000.000.

Clause (5) does not apply to reinsurance ceded and assumed pursuant to
pooling arrangements among insurers in the same holding company system.

(b) No credit shall be allowed or continue to be allowed a domestic ceding
insurer if the assuming insurer’s accreditation has been revoked by the commis-
sioner after receipt of a cease and desist order pursuant to section 45.027, subdi-
vision 5. V

Subd. 4. SIMILAR STATE STANDARDS. Reinsurance is ceded to an
assuming insurer if the assuming insurer is domiciled and licensed in, or in the
case of a United States branch of an alien assuming insurer is entered through,
a state which employs standards regarding credit for reinsurance substantially
similar to those applicable under this chapter and the assuming insurer or
United States branch of an alien assuming insurer (1) maintains a surplus as
regards policyholders in an amount not less than $20,000,000 or maintains a
surplus as regards policyholders in an amount not less than $50,000,000 for
long-tail casualty reinsurers as provided under subdivision 3, paragraph (a),
clause (5), and (2) submits to the authority of this state to examine its books and

records.

Clause (1) does not apply to reinsurance ceded and assumed pursuant to
pooling arrangements among insurers in the same holding company system.
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Subd. 5. TRUST FUND MAINTAINED. The reinsurance is ceded to an
assuming insurer if the assuming insurer maintaing a trust fund in a qualified
United States financial institution for the payment of the valid claims, as deter-
mined by the commissioner for the purpose of determining the sufficiency of the
trust fund, of its United States policyholders and ceding insurers, their assigns
and successors in interest. The assuming insurer shall report annually to the
commissioner information substantialty the same as that required to be reported
on the National Association of Insurance Commissioners annual statement form

by licensed insurers to enable the commissioner to determine the sufficiency of

the trust fund. '

Subd, 6. SINGLE ASSUMING INSURER; TRUST FUND REQUIRE-

business written in the United States and, in addition, the assuming insurer shall
maintain a trusteed surplus of not less than $20,000,000 or maintain a surplus
as regards policvholders in an amount not less than $50,000,000 for long-tail
casualty reinsurers as provided under subdivision 3, paragraph (a), clause (5).

Subd. 7. INDIVIDUAL UNINCORPORATED UNDERWRITERS

States. The gioup shall maintain a trusteed surplus of which $100,000,000 shall
be held jointly for the benefit of United States ceding insurers of any member of
the group. The group shall make available to the commissioner an annual certifi-

cation by the group’s domiciliary regulator and its independent public accoun-
tants of the solvency of each underwriter,

Subd. 8. INCORPORATED INSURERS GROUP; TRUST FUND
REQUIREMENTS. A group of incorporated insurers under common adminis-
tration must:

(1) comply with the filing requirements specified in subdivision 7;

(2) be under the supervision of the Department of Trade and Industry of the
United Kingdom;

(3) submit to this state’s authority to examine its books and records;

(4) bear the expense of the examination;

(5) maintain an aggregate policyholders’ surplus of $10,000,000,000;

(6) maintain the trust in an amount equal to the group’s several liabilities
attributable to business written in the United States; and

(7) maintain a joint trusteed surplus of which $100,000,000 must be held
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jointly for the benefit of United States ceding insurers of any member of the
group.

Each member of the group shall make available to the commissioner an

annual certification by the member’s domiciliary regulator and its independent
accountant of the member’s solvency.

Subd. 9. TRUST FUND GENERAL REQUIREMENTS. (a) The trust must
be established in a form approved by the commissioner of commerce. The trust
instrument shall provide that contested claims shall be valid and enforceable
upon the final order of any court of competent jurisdiction in the United States.
The trust shall vest legal title to its assets in the trustees of the trust for its

United States policyholders and ceding insurers, their assigns and successors in

the assuming insurer shall have outstanding obligations due under the reinsur-
ance agreements subject to the trust,

(b) No later than February 28 of each year the trustees of the trust shall
report to the commissioner in writing setting forth the balance of the trust and
listing the trust’s investments at the preceding year end and shall certify the date
of termination of the trust, if so planned, or certify that the trust shall not expire

prior to the next following December 31. T T

Subd. 10. OTHER JURISDICTIONS. The reinsurance is ceded to an
assuming insurer not meeting the requirements of subdivision 2, 3, 4, or 5, but
only with respect to the insurance of risks located in jurisdictions where the
reinsurance is required by applicable law or regulation of that jurisdiction.

Subd, 11. REINSURANCE AGREEMENT REQUIREMENTS. (a) If the
assuming insurer is not licensed or accredited to transact insurance or reinsur-

(1) that in the event of the failure of the assuming insurer to perform its
obligations under the terms of the reinsurance agreement, the assuming insurer
shall submit to the jurisdiction of any court of competent jurisdiction in any
state of the United States, comply with all requirements necessary to give the
court jurisdiction, and abide by the final decision of the court or of any appellate

court in the event of an appeal; and

(2) to designate the commissioner or a designated attorney as its true and
lawful attorney upon whom may be served any lawful process in any action, suit,
or proceeding instituted by or on behalf of the ceding company. :

(b) Paragraph (a) is not intended to conflict with or gverride the ob]igation
of the parties to a reinsurance agreement to arbitrate their disputes, if an obliga-
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Sec. 13. [60A.093] REDUCTION FROM LIABILITY FOR REINSUR-
ANCE CEDED BY A DOMESTIC INSURER TO AN ASSUMING
INSURER.

Subdivision 1. REDUCTION ALLOWED. A reduction from liability for
reinsurance ceded ¢ by a domestic insurer to an assuming insurer not meeting 1@
requirements of section 12 shall be allowed in an amount not exceeding the lia-

— e — e

funds held by or on n behalf of the cedlng insurer, including funds held in trust for
the ceding insurer, as security for the payment of obligations under the reinsur-
ance contract with the assuming insurer, Such security must be held in the
United States subtect to wrthdrawal solely b _L and under the exclusrve control

(2) securities listed by the securities valuation office of the Nationa] Associa~
tion of Insurance Commissioners and qualifying as admitted assets and, with the
exception of United States treasury notes, readrly marketable over a national
exchange or NASDAQ with maturity dates within one year; or

(3) clean, irrevocable, unconditional letters of credit issued or confirmed l_)_y
a gualified United States financial institution no L@t_el_' than December 3 in
respect of the year for which filing is being made, and in the possession of the
ceding company on or before the filing date of its annual statement. The finan-
cial institution must meet the standards of ‘of financial condition and standing con-

srdered ecessag and appropriate to regulate the quahty of ﬁnancral institutions

National Association of Insurance Commjssioners, and the financial institution’s
letters of credit must _b_e acceptable to the commissioner.

Subd 2 LE’ITERS OF CREDIT CONTINUED ACCEPTANCE Letters of

issuance or confirmation must, notwrthstandmg the issuing or confirming insti- insti-
tution’s subsequent failure to meet applicable standards of issuer acceptab111ty,
continue to be acceptable as security until their e expiration, extension, renewal,
modification, ¢ or amendment whichever comes first, unless the issuing or con-
firming institution fails the following standards:

risk adlusted assets, leverage ratio, as required by the Federal Reserve System as
disclosed by the the bank in any call report required by state or federal regulatory
authority and available ts 1o the ¢ edmg insurer; or

(2) has its long-term deposrt rating or long-term debt ratmg lowered to arat

oplmons or 1t_s equivalent.
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clause continues to be acceptable for no more than 30 days.

Sec. 14. [60A.094] RULES.

The letter of credit of an institution failing the standards of clause (1) or this

The commissioner may adopt rules implementing the provisions of sections
11 to 13.

Sec. 15. [60A.095] REINSURANCE AGREEMENTS AFFECTED.

Sections 11 to 13 apply to all cessions after the effective date of this act

under reinsurazice agreements that have had an inception, anniversary, or
renewal date not less than six months after the effective date of this article.

Sec. 16. REPEALER.

Minnesota Statutes 1990, section 60A.09, subdivision 4, is repealed.

ARTICLE 2
ADMINISTRATIVE SUPERVISION MODEL ACT

Section 1. [60G.01] DEFINITIONS.

Subdivision 1. APPLICATION. The definitions in this section apply to this
chapter.
Subd. 2. COMMISSIONER. “Commissioner” means the commissioner of

commerce, except that “commissioner” means the commissioner of health for
administrative supervision health maintenance organizations.

Subd. 3. CONSENT. “Consent” means agreement to administrative super-
vision by the insurer.

Subd. 4. DEPARTMENT. “Department” means the department of com-
merce, except that “department” means. the department of health for administra-
tive supervision of health maintenance organizations.

Subd. 5. INSURER. “Insurer” means and includes every person engaged as
indemnitor, surety, or contractor in the business of entering into contracts of
insurance or of annuities as limited to:

(1) any insurer who is doing an insurer business, or has transacted insurance
in this state, and against whom claims arising from that transaction may exist
now or in the future;

(2) any fraternal benefit society which is subject to chapter 64B;
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(3) nonprofit health service plan corporations subject to chapter 62C;

(4) cooperative life and casualty companies subject to sections 61A.39 to
61A.52: and

(5) health maintenance organizations regulated under chapter 62D.

Sec. 2. [60G.02] NOTICE TO COMPLY WITH WRITTEN REQUIRE-
MENTS OF COMMISSIONER; NONCOMPLIANCE; ADMINISTRATIVE
SUPERVISION.

Subdivision 1. ADMINISTRATIVE SUPERVISION. An insurer may be
subject to administrative supervision by the commissioner if upon examination
or at any other time it appears in the commissioner’s discretion that:

(1) the insurer’s condition renders the continuance of its business hazardous
to the public or to its insureds;

(2) the insurer has refused to permit examination of its books, papers
accounts, records, or affairs by the commissioner, the commissioner’s deputies,
employees, or duly commissioned examiners;

(3) a domestic insurer has unlawfully removed from this state books, papers,

(4) the insurer has failed to promptly comply with the applicable financial
reporting statutes or rules and departmental requests relating thereto;

(5) the insurer has neglected or refused to observe an order of the commis-
sioner to make good, within the time prescribed by law, any prohibited defi-
ciency in its capital, capital stock, or surplus;

(6) the insurer is continuing to transact insurance or write business afier its
license has been revoked or suspended by the commissioner;

(7) the insurer, by contract or otherwise, has unlawfully or has in violation
of an order of the commissioner or has without first having obtained written

approval of the commissioner if approval is required by law:

(i) totally reinsured its entire outstanding business, or

(ii) merged or consolidated substantially jts entire property or business with
another insurer;

laws of this state;
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— e e e -

(12) the insurer gives its consent.

Subd. 2. NOTIFICATION. If the commissioner determines that at least one
of the conditions specified in subdivision 1 exists and places the insurer under
supervision, the commissioner may:

determination; and

(3) notify the insurer that it is under the supervision of the commissioner

and that the commissioner is applying and enforcing the provisions of this chap-
ter. If placed under administrative supervision, an insurer may request review as
provided under chapter 14.

Subd. 3. REQUIREMENT COMPLIANCE. If placed under administrative
supervision, the insurer shall have 60 days, or another period of time as desig-
nated by the commissioner, to comply with the requirements of the commis-
sioner as provided under this chapter. If it is determined after notice and hear-

If the insurer complies with the requirements of the commissioner, the commis-
sioner shall release the insurer from supervision.

Sec. 3. [60G.03] CONFIDENTIALITY OF CERTAIN PROCEEDINGS
AND RECORDS.

Subdivision 1. CONFIDENTIALITY. Notwithstanding any other provision
of law and except as provided in this section, proceedings, hearings, notices, cor-
respondence, reports, records, and other information in the possession of the
commissioner or the department relating to the supervision of any insurer are
confidential.

Subd. 2. ACCESS. The personnel of the department shall have access to
these proceedings, hearings, notices, correspondence, reports, records, or infor-
mation as permitted by the commissioner.

Subd. 3. OPEN HEARINGS; DISCLOSURE. The commissioner may open
the proceedings or hearings or disclose the notices, correspondence, reports,
records, or information to a department, agency, or instrumentality of this or
another state or the United States if the commissioner determines that the dis-

Subd. 4. PUBLIC DISCLOSURE. The commissioner may open the pro-
ceedings or hearings or make public the notices, correspondence, reports,
records, or other information if the commissioner determines that it is in the
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best interest of the public or in the best interest of the insurer, its insureds, cred-
itors, or the general public.

Subd. 5. EXEMPTION. This section does not apply to hearings, notices,
correspondence, reports, records, or other information obtained upon the
appointment of a receiver for the jnsurer by a ¢ourt of competent jurisdiction,

Sec. 4. [60G.04] PROHIBITED ACTS DURING PERIOD OF SUPERVI-
SION.

During the period of supervision, the commissioner shall serve as the
administrative supervisor. The commissioner may require that the insurer shall
not do any of the following things during the period of supervision without the
prior approval of the commissioner:

(1) dispose of, convey, or encumber its assets or its business in force;

(2) withdraw funds from its bank accounts;

(3) lend its funds;
(4) invest its funds;

(5) transfer its property:

(6) incur debt, obligation, or liability;

(7) merge or consolidate with another company;

(8) approve new premiums or renew policies;

(9) enter into a new reinsurance contract or treaty;

(10) terminate, surrender, forfeit, convert, or lapse an insurance policy, cer-
tificate, or contract, except for nonpayment of premiums due;

(11) release, pay, or refund premium deposits, accrued cash or loan values,
unearned premiums, or other reserves on an insurance policy, certificate, or con-
tract;

(12) make a material change in management; or

(13) increase salaries and benefits of officers or directors or make preferen-
tial payment of bonuses, dividends, or other payments determined preferential
by the commissioner,

Sec. 5. [60G.05] REVIEW AND STAY OF ACTION,

During the period of supervision, the insurer may contest an action taken or
proposed to be taken by the commissioner as provided under chapter 14. The
insurer must show that the action being complained of is detrimental to the con-

dition of the insurer,
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Sec. 6. [60G.06] ADMINISTRATIVE ELECTION OF PROCEEDINGS.

Nothing contained in this chapter precludes the commissioner from initiat-
ing judicial proceedings to place an insurer in rehabilitation or liquidation pro-
ceedings under the laws of this state, regardless of whether the commissioner has

previously initiated administrative supervision proceedings under this chapter
against the insurer.

Sec. 7. [60G.07] RULES.

The commissioner may adopt rules necessary for the implementation of this
chapter.

Sec. 8. [60G.08] IMMUNITY.

There shall be no liability on the part of, and no cause of action may be
brought against the commissioner or the department or its employees or agents
for any action taken by them in the performance of their powers and duties

under this chapter.

Sec. 9. [60G.09] APPLICATION.

Sections 1 to 8 apply to domestic insurers and any other insurer doing busi-
ness in this state whose state of domicile has requested the commissioner of
commerce to apply sections 1 to 8.

ARTICLE 3
STANDARDS AND COMMISSIONER’S AUTHORITY
FOR COMPANIES CONSIDERED TO BE IN
HAZARDOUS FINANCIAL CONDITION

Section 1. [60G.20] STANDARDS.

Subdivision 1. HAZARDOUS CONSIDERATION. The following stan-
dards, either singly or a combination of two or more, may be considered by the
commissioner to determine whether the continued operation of any insurer,
whether domestic, foreign, or alien, transacting an insurance business in this

state may be considered hazardous to the policyholders, creditors or the general
public. The commissioner may consider:

(1) an adverse finding reported in financial condition and market conduct
examination reports;

(2) the National Association of Insurance Commissioners insurance regula-
tory information system and its related reports;
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(3) the ratios of commission expense, general insurance expense, policy ben-
efits, and reserve increases as 1o annual premium and net investment income

which may lead to an impairment of capital and surplus;

(4) whether the insurer’s asset portfolio when viewed in light of current eco-
nomic conditions is not of sufficient value, liquidity, or diversity to assure the

company’s ability to meet its outstanding obligations as they mature;

(5) the ability of an assuming reinsurer to perform and whether the insurer’s
reinsurance program provides sufficient protection for the company’s remaining

shorter period of time, including, but not limited to, net capital gain or loss,
change in nonadmitted assets, and cash dividends paid to shareholders, is
greater than 50 percent of the insurer’s remaining surplus as regards policyhold-

(7) whether any affiliate, subsidiary, or reinsurer is insolvent, threatened
with insolvency, or delinquent in payment of its monetary or other obligations;

(8) contingent liabilities, pledges, or guaranties which either individually or

may affect the solvency of the insurer;

(9) whether any “controlling person” of an insurer is delinquent in the trans-
mitting to, or payment of, net premiums to the insurer;

(10) the age and collectability of receivables;

(11) whether the management of an insurer, including officers, directors, or
any other person who directly or indirectly controls the operation of the insurer,
fails to possess and demonstrate the competence, fitness, and reputation neces-
sary to serve the insurer in the position; ‘

(12) whether management of an insurer has failed to respond to inquiries

sworn financial statement, or has released a false or misleading financial state-
ment to lending institutions or to the general public, or has made a false or mis-
leading entry, or has omitted an entry of material amount in the books of the
insurer;

lacks adequate financial and administrative capacity to meet jts obligations in a
timely manner; or
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(15) whether the company has experienced or will experience in the foresee-

Subd. 2. COMMISSIONER’S AUTHORITY. For the purposes of making a
determination of an insurer’s financial condition under subd1v1s1on 1, the com-

missioner may:

(1) disregard any credit or amount receivable resulting from transactions
with a reinsurer which is insolvent, impaired, or otherwise subject to a delin-
guency proceeding; .

(2) make Qgrogriate adiustments to asset values attributable o investments

(3) refuse to recognize the stated value of accounts receivable if the ability
to collect receivables i is highly s speculative in view of the age of the account or
the financial condition of the debtor; or

(4) increase the insurer’s liability in an amount equal to any contingent lia-
bility, pledge, or guarantee not otherwise included if there is a substantial risk
that the insurer will be called upon to meet the obligation undertaken within the
next 12-month period.

Sec. 2. [60G.21] COMMISSIONER’S ORDER.
Subdivision 1 AUTHORIZATION If the commissioner determines that

max be hazardous to g_lle_z gohcyholders or the general public, then the commis-
sioner may, upon the commissioner’s determination, issue an order requiring

the insurer to:

eﬁts remsurance,

(2) reduce, suspend, or limit the volume of business being accepted or
renewed;

(3) reduce genera insurance and commission expenses by methods specified
by the commissioner;

(4) increase the insurer’s capital and surplus;

(_) suspend or limit the declaration and payment of dividend by an insurer

(6) file reports in a form acceptable to the commissioner concerning the
market value of an insurer’s assets;

(7) limit or withdraw from certain investments or discontinue certain

S et e s, ———

investment practices to the extent the commissioner considers necessary;
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or

(9) file, in addition to regular annual statements, interim financial reports on
the form adopted by the National Association of Insurance Commissioners or in
the format adopted by the commissioner.

Subd. 2. REVIEW. An insurer subject to an order under subdivision 1 may
request, within 30 days of issuance of the order, a hearing as provided under
chapter 14 to review that order. All hearings conducted under this section are
closed and private.

Sec. 3. [60G.22] JUDICIAL REVIEW.

Any order or decision of the commissioner is subject to review as provided
under chapter 14 at the request of a party whose interests are substantially
affected by the order or decision. ,

ARTICLE 4
MANAGING GENERAL AGENTS ACT

Section 1. [60H.01] SHORT TITLE.

This chapter may be cited as the managing general agents act.

Sec. 2. [60H.02] DEFINITIONS,

standing of the American Academy of Actuaries.

Subd. 3. INSURER. “Insurer” means a person, firm, association, or corpo-

Subd. 4. MANAGING GENERAL AGENT. (a) “Managing general agent”
means a person, firm, association or corporation who: (1) negotiates and binds
ceding reinsurance contracts on behalf of an insurer, or (2) manages all or part
of the insurance business of an insurer, including the management of a sepa-
rate division, department, or underwriting office, and acts as an agent for the
insurer whether known as a managing general agent, manager, or other similar
term, who, with or without the authority, either separately or together with affil-
iates, produces, directly or indirectly, and underwrites an amount of gross direct

written premium equal to or more than five percent of the policyholder surplus

year, together with one or more of the following: (i) adjusts or pays claims in
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excess of an amount determined by the commissioner, or (ii) negotiates reinsur-

(b) Notwithstanding paragraph (a), the following persons shall not be con-
sidered as managing general agents for the purposes of this chapter:

(1) an employee of the insurer;

(2) a United States manager of the United States branch of an alien insurer;

(3) an underwriting manager who, pursuant to contract, manages all of the
insurance or reinsurance operation of the insurer, is under common control with

the insurer, subject to the Insurance Holding Company Act, chapter 60D, and

(4) an attorney in fact authorized by and acting for the subscribers of a

reciprocal insurer or interinsurance exchange under powers of attorney.

Subd. 5. UNDERWRITE. “Underwrite” means the authority to accept or
reject risk on behalf of the insurer.

Sec. 3. [60H.03] LICENSURE.
Subdivision 1. RISKS LOCATED IN STATE. A managing general agent

agent representing an insurer domiciled in this state with respect to risks located

outside this state must be licensed in this state as a managing general agent. The
license may be a nonresident license.

Subd. 3. REQUIREMENTS. The commissioner may require a bond in an
amount acceptable for the protection of the insurer. The commissioner may
require the managing general agent to maintain an errors and omissions policy.

Sec. 4. [60H.04] REQUIRED -CONTRACT PROVISIONS.

No person, firm, association, or corporation acting in the capacity of a man-
aging general agent shall place business with an insurer unless there is in force a
written contract between the parties. The contract must specify the responsibili-
ties of each party and, where both parties share responsibility for a particular
function, must specify the division of the responsibilities. The contract must

include the following minimum provisions:

(a) The insurer may terminate the contract for cause upon written notice to
the managing general agent. The insurer may suspend the underwriting authority
of the managing general agent during the pendency of any dispute regarding the
cause for termination.

(b) The managing general agent must give accounts to the insurer detailing
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all transactions and remit all funds due under the contract to the insurer on not
less than a monthly basis.

bank which is a member of the Federal Reserve System. This account must be
used for all payments on behalf of the insurer. The managing general agent may
retain no more than three months’ estimated claims payments and allocated loss
adjustment expenses. A managing general agent shall deposit only trust funds in

trust account, except that a managing general agent may deposit and maintain a
sum in a trust account from personal funds, which sum shall be specifically iden-
tified and used to pay service charges or satisfy the minimum balance require-
ments relating to the trust account.

(d) Separate records of business written by the managing general agent must
be maintained, The insurer shall have access to and the right to copy all
accounts and records related to its business in a form usable by the insurer, and
the commissioner shall have access to all books, bank accounts, and records of
the managing general agent in a form usable to the commissioner. The records
shall be retained on a basis acceptable to the commissioner.

(e) The contract may not be assigned in whole or part by the managing gen-
eral agent.

(f) Appropriate underwriting guidelines, including:

(1) the maximum annual premium volume;

(3) the types of risks which may be written;

(4) maximum limits of liability;

(5) applicable exclusions;

(6) territorial limitations;

(7) policy cancellation provisions; and

(8) the maximum policy period.

The insurer shall have the right to cancel or nonrenew any policy of insur-
ance subject to the applicable laws and regulations concerning the cancellation
and nonrenewal of insurance policies.

(g) If the contract permits the managing general agent to settle claims on
behalf of the insurer:

(1) All claims must be reported to the insurer in a timely manner.
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(ii) involves a coverage dispute;

iii) may exceed the managing general agent’s claim settlement authority;
may exceed the managing ]

(iv) is open for more than six months; or

(v) is closed by payment of an amount set by the conmimissioner or an
amount set by the insurer, whichever is less.

agent. However, upon an order of liquidation of the insurer the files become the
sole property of the insurer or its estate. The managing general agent shall have
reasonable access to and the right to copy the files on a timely basis.

(4) Any settlement authority granted to the managing general agent may be
terminated for cause upon the jnsurer’s written notice to the managing general
agent or upon the termination of the contract. The insurer may suspend the set-
tlement authority during the pendency of any dispute regarding the cause for ter-
mination,

(h) Where electronic claims files are in existence, the contract must address
the timely transmission of the data.

(i) If the contract provides for a sharing of interim profits by the managing
general agent, and the managing general agent has the authority to determine the
amount of the interim profits by establishing loss reserves or controlling
claim payments, or in any other manner, interim profits will not be paid to the
managing general agent until one year after they are earned for property insur-
ance business and five years after they are earned on casualty business and not
until the profits have been verified as provided under section 5.

(i) The managing general agent shall not:

(1) bind reinsurance or retrocessions on behalf of the insurer, except that

the managing general agent may bind facultative reinsurance contracts pursuant
to obligatory facultative agreements if the contract with the insurer contains

ceded, a list of reinsurers with which the automatic agreements are in effect, the
coverage and amounts or percentages that may be reinsured, and commission
schedules;

(2) commit the insurer to participate in insurance or reinsurance syndicates;
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(3) appoint an agent without assuring that the agent is lawfully licensed to
transact the type of insurance for which that person is appointed;

(4) without prior approval of the insurer, pay or commit the insurer to pay
a claim over a specified amount, net of reinsurance, which shall not exceed one
percent of the insurer’s policyholder’s surplus as of December 31 of the last
completed calendar year;

(5) collect any payment from a reinsurer or commit the insurer to any claim
settlement with a reinsurer, without prior approval of the insurer. If prior
approval is given, a report must be promptly forwarded to the insurer;

(6) permit its subagent to serve on the insurer’s board of directors;

(7) jointly employ an individual who is employed with the insurer; or

(8) appoint a submanaging peneral agent.

(k) The contract term may not be for an unreasonable period of time, but in
no circumstance may the term exceed five years.

(I) The insurer may not authorize the managing general agent fo establish
the amount of the loss reserves.

Sec. 5. [60H.05] DUTIES OF INSURERS.,

Subdivision 1. INDEPENDENT FINANCIAL EXAMINATION. The
insurer shall have on file an independent financial examination, in a form

acceptable to the commissioner, of each managing general agent with which it
has done business.

Subd. 2. ON-SITE REVIEW. The insurer shall periodically, at least semian-
nually, conduct an on-site review of the underwriting and claims processing
operation of the managing general agent and maintain on its records the results
of that review. ' :

Subd. 3. OFFICER OF INSURER. Except as authorized under section 4,
paragraph (j), clause (1), binding authority for all reinsurance contracts or partic-

Subd. 4. WRITTEN NOTIFICATION. Within 30 days of entering into or
termination of a contract with a managing general agent, the insurer shall pro-

vide written notification of the appointment or termination to the commis-
sioner. Notices of appointment of a managing general agent must include a
statement of duties which the managing general agent is expected to perform on

behalf of the insurer, the lines of insurance for which the managing general agent

request.
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